This paper presents the findings of a survey conducted by the World Bank with central banks in 40 developing countries across different regions in the world. The survey focused on the following four topics: (i) coverage of national statistics on remittances, (ii) cost of transferring and delivering remittances, (iii) regulatory regime for remittance transactions, and (iv) efforts of developing countries to channel remittance flows through formal financial institutions. The study found that in most countries existing data does not reflect the full amount of remittance inflows that they receive every year. Coverage of instruments and financial institutions through which remittances take place is limited. Moreover, only a few countries measure remittances that take place through informal channels. It was also found that the scope of financial authorities in developing countries to reduce remittance fees is limited, because a large part of the fees charged to customers are set by financial institutions located in the countries where transactions originate. Cooperation between sending and recipient countries is needed to reduce remittance costs. The survey found that in several countries money transfer companies are not properly supervised. Given the increasing international concerns on money laundering and terrorism financing issues, it is important that basic registration and reporting requirements are introduced for this type of company. Registration and reporting requirements should be designed in a way that they do not deter the further development of this type of financial institution. Finally, the survey found that most countries need to establish better mechanisms that would allow them to maximize the developmental effect of remittance inflows. By establishing new savings and investment instruments for remittance recipient households, a larger part of remittance flows might be channeled to finance productive investments, thus fostering economic growth.
Introduction
The flow of workers' remittances to developing countries has increased dramatically in recent years. While in 1996 developing countries received $58 billion dollars in remittances, in 2003 remittances inflows amounted to $96 billion dollars (see Annex 2 for detailed data on remittances). It is expected that the volume of workers' remittances will surpass $110 billion dollars in 2004. Workers' remittances constitute an increasingly important source of income for many families, especially poor families, whose relatives have emigrated to other countries in search of better employment opportunities. Moreover, after foreign direct investment, workers' remittances constitute the largest source of external financing for developing countries. For 25 developing countries, remittance flows represented more than 5% of their respective GDP in 2003.
In an effort to improve the developmental impact of remittances in recipient countries, the World Bank is currently conducting a series of studies to better understand the characteristics of remittances, as well as the financial infrastructure underpinning money transfers in both sending and recipient countries. In particular, the World Bank is talking to central banks, money transfer companies, and senders and recipients of remittances in a number of developing and developed economies.
The purpose of this paper is to present the findings of a survey conducted by the World Bank with central banks in 40 developing countries (other World Bank surveys with market participants in the remittance industry and senders and recipients in selected countries are currently under preparation). This survey focused on the following four topics: (i) coverage of national statistics on remittances, (ii) cost of transferring and delivering remittances, (iii) regulatory regime for remittance transactions, and (iv) recent initiatives in developing countries to channel remittance flows through formal financial institutions.
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Most of the information contained in this paper was kindly provided to the World Bank by the central banks of participating countries between July and December 2004. The list of 40 developing countries in Asia, Europe and Central Asia, Latin America and the Middle East and Africa that have participated in this survey is presented in Table 1 . Although more countries may participate in this survey in the future, the author believes that the preliminary findings of this survey are sufficiently robust to be presented to the general public to generate discussions and stimulate the debate about the survey's main findings. The paper is divided in five sections. The first section assesses the data on remittance inflows in developing countries. It analyzes which types of financial and non-financial institutions report their remittance transactions to central banks or other financial sector authorities, what types of transactions are reported, and to what extent money transfers that occur through informal channels are captured in official statistics. The second section analyzes the cost of transferring remittances to developing countries and examines some proposals formulated in various international fora to reduce remittance fees. The third section focuses on regulation, analyzing country approaches used to monitor money transfer companies, resolution of consumer complaints and taxation of remittances. The fourth section reviews the efforts of financial authorities in developing countries to facilitate money through formal financial institutions and enhance the developmental impact of remittances. The final section draws some policy recommendations from the survey findings and highlights the areas where policy-makers may want to devote more attention in order to improve their information on remittances, facilitate money transfers between countries, lower transaction costs, and improve the overall regulatory regime for remittance transactions.
Section 1: Sources and Coverage of Remittance Statistics in Developing Countries
In general terms, a remittance transfer can be divided in three phases, as illustrated in Figure  1 . The first phase occurs in the country where the migrant works and the transaction originates. A remittance transaction is originated when a migrant goes to a bank, money transfer company, credit union, or any other originating point (such as grocery store, post office, gas station, etc.) to transfer funds to relatives or friends in his home country. The second phase takes place when funds are transferred from the originating country to another foreign country. Finally, the third phase occurs when funds arrive in the destination country and are paid to the beneficiary at a commercial bank, money transfer company or any other distribution point (such as ATMs, grocery store, post office, etc). It is important to note that in most cases, banks, credit unions, post offices, exchange bureaus, and micro-finance institutions in developing countries act as "paying agents" of financial institutions and money transfer companies located in the countries where the transactions originate. Only a few banks or financial institutions in developing countries have branches or subsidiaries overseas that serve both senders and recipients of remittances.
The first issue this survey attempted to explore was to what extent the balance of payment statistics of developing countries reflect the volume of remittance flows that countries receive every year (third phase). 2 As shown in Table 2 below, the survey found that in many countries the coverage of remittances in balance of payments' statistics is partial, because remittances paid directly by non-bank financial institutions -such as money transfer companies, exchange bureaus, credit unions, post offices, etc --are frequently not covered in balance of payment statistics.
3 As shown in Table 2 , in all 40 countries covered in the survey commercial banks participate in the payment of remittances. 90% of countries collect remittance data from commercial banks. In 20 of 40 countries, exchange bureaus, credit unions, and other non-bank financial institutions pay remittances, but only 65% of those countries collect remittance data from those institutions. In 39 of 40 countries, money transfer companies pay remittances, but only 38% of central banks collect data from them. Finally, in 26 of 40 countries post offices pay remittances, but only in 35% of those countries remittance data is collected from post offices. Because not all countries collect data from all the financial and non-financial institutions that pay remittances, the official data in many countries does not reflect the full value of remittance inflows that they receive every year. What is the value of remittances not covered in official statistics is a difficult question to answer due to lack of data at both international and country levels. In fact, one of the questions central banks were asked was whether they knew the market share among all the different service providers paying remittances in their countries, even if they did not capture this information in their official statistics. As shown in chart 1, only 28% of central banks responded positively. Interestingly, all countries that 3 There is no universally accepted definition of remittances. The fifth edition of the IMF's Balance of Payments Manual (BPM5) provides definitions for "compensation of employees", "workers' remittances" and "migrants' transfers". All the above three categories are frequently considered "remittances" by analysts and data users. A detailed review of these three categories and some of their limitations can be found at (Neil Patterson and Jens Reincke, 2005) . 4 In some countries, a number of money transfer companies and non-bank financial institutions settle their remittance transactions through local commercial banks. In those cases, it is possible that remittance transactions conducted by these institutions are reported by commercial banks to the central bank. Unfortunately, this study did not have the resources to investigate what percentage of non-bank financial institutions in developing countries settle their remittance transactions through local commercial banks. Moreover, it was not possible to examine the existing data reporting procedures in commercial banks -in some countries banks are only required to report individual remittance transactions above a certain threshold amount --to verify that transactions are properly recorded as remittances. Without doubt, all these topics require further research. As shown in chart 1, in six of the eleven developing countries that had this type of information available, money transfer companies dominate the market for delivery of remittances with more than a 50% market share (Bolivia, Ecuador, Guyana, Honduras, Nicaragua and Peru). In two countries, Brazil and Venezuela, commercial banks account for 100% and 87% of the market for remittance payments, respectively, 5 while in Colombia, exchange bureaus dominate 90% for the market of remittance payments. Because at this time no information is available on the market share among services providers in other developing countries, it is difficult to estimate the amount of remittances inflows that is not reflected in balance of payments statistics.
There are particular reasons that explain why many of the surveyed countries fail to cover in their statistics the remittance transactions conducted by money transfer companies. First, in those countries money transfer companies are neither regulated nor supervised by the central bank or any other financial sector authority, as explained in Section 3. In fact, in those countries, money transfer companies are not established as "financial institutions", but as commercial firms. As a result, they are not subject to regulatory or oversight requirements applicable to financial institutions. Although in some countries, due to recent anti-money laundering legislation, money transfer companies have been required to register themselves with financial authorities and report any suspicious transactions, they do not report the value or the number of their remittance transactions.
Similarly, in many countries remittance transactions paid by post offices are not reported to the central bank or any other type of financial sector authority. In most cases, the financial operations of post offices are regulated and monitored by the Ministry of Communications and not a financial sector authority.
What Types of Transactions are Reported as Remittances?
Unlike the 1970s and 1980s, when migrants from developing countries working in industrialized economies had few options to send money to their home countries through financial institutions -and if available, money transfers were expensive, took several days to get processed, and could only be delivered to a few locations --nowadays the number of channels and financial instruments available in the marketplace to transfer money overseas has increased dramatically. Moreover, the average customer fees of remittance transactions has declined, while the timeframe to complete transactions has been drastically reduced -in some cases to just a few minutes --thanks to the use of modern technology.
Nowadays, migrant workers can send money to their relatives in their home countries using a wide range of institutions and instruments. In the USA, for instance, --the largest source country for remittances sent to developing countries -many commercial banks and credit unions offer migrants the possibility to send money home through electronic transfers, drafts, money orders, dual debit cards and pre-paid cards. Also, money transmitters (e.g. Western Union, Vigo, MoneyGramm) in developed economies have established a large network of agents (agents are usually grocery stores, gas stations, pharmacies and other retail stores) that offer customers the possibility to transfer money worldwide in just a few minutes through electronic transactions operated through their own networks. Some money transmitters also allow customers to initiate a remittance transaction via the internet or by phone. Moreover, the US post offices also offer customers products to send money electronically to ten countries, as well as international postal money orders to all other countries. With the increasing number of money transfer products available in the marketplace, it is becoming more difficult for central banks to cover remittance transactions, especially when the transactions occur through new products, such as dual debit cards or smart cards. Moreover, it is also becoming more difficult to distinguish which transactions are actually remittances from those that are not. For instance, a cash withdrawal at an ATM using a card issued by a bank in a foreign jurisdiction may not necessarily be a remittance transaction. It may just be a cash withdrawal by a foreign tourist.
It has also become difficult for central banks to identify the source country of remittances, as well as the number of transactions that occur through the different financial instruments used by migrants to send remittances. According to the survey, only 50% of central banks have information on the number of remittance transactions (drafts, electronics wires, etc) that they cover in their statistics. For other countries, remittance data is available only on an aggregated basis.
Coverage of Informal Channels
Despite the increasing number of financial products available in the marketplace to transfer money between countries, some migrants may choose for several reasons to send money to their home country through informal channels, such as:
• Sending cash with people traveling to their home country.
• Putting the money in an envelope and mailing it.
• Using the services of Hawala-type of money transfers. As shown in chart 3, of the 40 countries covered in the survey 10 central banks have developed tools to measure the volume of remittances inflows that occur through informal channels. In these countries, information is normally collected through surveys of migrants visiting their home country and/or household surveys. Countries like Ecuador and Honduras conduct surveys to migrants at the country's main points of entry (usually airports) every year, especially during holiday seasons when the inflow of migrant visitors reaches its peak (e.g. Christmas and New Year, Easter, Chinese New Year, etc.) 7 Other countries such as El Salvador conduct household surveys every year to estimate the total value that they receive in remittances either through formal or informal channels.
It is beyond the scope of this study to discuss the effectiveness and adequacy of countries' surveys to measure remittance flows. This is a topic that needs to be analyzed separately. However, it is important to note that because most countries do not measure remittances that occur through informal channels, it is not possible to estimate the total value of remittances that developing countries receive every year through those means. Moreover, because in most countries not even an estimate of this type of flow is incorporated in balance of payments statistics, the value of workers' remittances is probably under-reported.
Although some efforts are currently underway in some of the countries covered in the survey to improve remittance statistics (see Annex 3), much more effort is required. National statistics on remittances are expected to provide comprehensive data on the value and composition of remittances that countries receive every year, covering all different types of instruments and channels through which migrants send money to their home countries. Moreover, statistics on remittances are important for the formulation of macroeconomic policy, especially for countries with a large part of their population living abroad, because large remittance inflows can affect the level of savings, investment and consumption. Remittance data also constitutes a basic instrument for government and non-government agencies that seek to improve the living conditions of senders and beneficiaries of incoming remittances. Furthermore, data on remittances constitutes an important tool to monitor crossborder flows of money and timely detect money-laundering or other illicit activities that may undermine the integrity of a financial system. Recently, thanks to major improvements in the way remittance data is collected, some developing countries (e.g. Mexico) are starting to realize that the value of remittances they receive every year is actually much more than they had previously thought (see Box 1 below). Moreover, better remittance data is encouraging authorities in developing countries to develop new policies to maximize the developmental impact of those flows by increasing the availability of savings and investment instruments for senders and recipients of remittances. For instance, in some countries in Latin America poor families can use their regular remittance income as the basis to acquire life and non-life insurance products, and become eligible for housing financing and consumer credit, which may help them improve their living conditions. Also, recent studies suggest that better remittance data has encouraged an increasing number of private financial institutions -especially international banks --to enter into the remittance market or offer new financial products to serve the needs of senders and recipients of remittances (see Raul Hernandez-Coss, 2004) .
At an international level more guidance is needed to improve the existing tools to collect data on remittances. In particular, there is a need to establish homogeneous reporting requirements across countries that do not undermine the competitive position of market players, especially small institutions. In addition, there is a need to develop better tools to measure remittance transactions that occur through increasingly sophisticated financial instruments, such as dual debit cards, store-value cards and other card-based transactions, as well as remittances that occur through informal channels.
Box 1. Improving Remittance Data in Mexico
Mexico's official data indicates that remittance inflows increased from US $8.8 billion in 2000 to US $17.2 billion in 2004, an increase of 95%. According to Mexico's central bank, this increase in remittance inflows reflects major improvements in the way remittances are reported by financial institutions to Mexico's central bank, rather than a major increase in the number of Mexican migrants working in the USA, which increased during the same period by 22%. As shown in Chart 4, after the new reporting system was introduced, remittance statistics started to see a rapid growth. While other factors may also have influenced the increase in remittance inflows, the improvement in data collection practices has largely contributed to it. Moreover, at an international level it is also important to address some misclassification problems that may cause either sub-or over-reporting of remittance inflows. For example, are funds borrowed by a migrant in his host country and invested in his home country (e.g. purchase real estate) a remittance? Are guidelines followed by banks sufficiently clear to prevent certain trade-related transactions from being reported as remittances? Clearly, these are issues that need to be addressed at an international level so that remittance data is consistent across countries.
The IMF is currently revising its Balance of Payments Manual. The new Manual is expected to help countries address their problems in measuring workers' remittances. Moreover, at the time this paper is being written, an international group led by the IMF, World Bank and United Nations is reviewing the existing definitions of workers' remittances across countries and preparing specific recommendations to improve mechanisms to collect remittance data.
More information on the work of this International Task Force is available at: www.worldbank.org/data/remittances.htm.
Section 2: Remittances Fees
A second topic covered in this survey refers to the fees that migrants and beneficiaries pay to financial and non-financial institutions to send and receive remittances. Although fees have declined in the past years due to increasing competition and the emergence of new financial products that allow electronic money transfers at low cost, they still remain high for many corridors. In particular, the survey examined what is the scope for central banks in developing countries to reduce remittance fees. It also examined some of the proposals formulated in international fora to help developing countries reduce remittances fees.
Cost of Remittance Transfers
In general terms, the fees associated with transferring remittances from one country to another have three components, as illustrated in figure 2: • The first component is the fee that the sender pays to the service provider in the originating country for transferring money to another country.
• The second component refers to the exchange rate spread (use of a higher exchange rate than the one prevailing in the market) that companies apply to convert a remittance into the local currency in which the beneficiary receives his money. There are, however, some cases in which the remittances can be sent and paid in the same currency (e.g. remittances sent from the USA to some developing countries, such as Ecuador and El Salvador); in those cases, this cost component does not apply.
• The third component is the fee that the beneficiary sometimes needs to pay when he receives his money. This type of fee varies according to the institution and the instrument used to receive remittances; sometimes banks charge a fee for depositing remittances into the beneficiary's account, for the use of an ATM to withdraw funds, or for the payment of money orders. It is beyond the scope of this survey to describe the different fees existing in each of the countries covered in this study. 9 Fees vary not only from country to country, company to company, but also according to the instrument used to send the remittance (electronic wire, money order, etc), the amount sent, and the speed at which the funds become available to the beneficiary (15 minutes vs. several business days).
10
Although the fees presented in chart 5 come from three companies -including two of the leading companies in remittances worldwide -for the purpose of this survey they can be seen as a good indicator to illustrate the range of fees existing for transferring remittances to developing countries. As shown in the chart, the cost of transferring $300 dollars from New York City to most countries covered in the survey ranges between $25 and $30 dollars (or 8.3% and 10% of the sent amount, respectively). Remittances to Mexico and Philippines seem to be most competitive in this group of countries; a money transfer in the amount of $300 dollars to Mexico costs between $5 to $29 dollars, and between $10 to $27 dollars to Philippines.
11 On the other extreme, fees for remittances to Bangladesh, Pakistan and SriLanka range between $25 and $39 dollars (or 8.3% and 13% of the amount sent). These costs do not include the exchange rate spread that may be applicable for transferring money to some jurisdictions (second component). In this type of service, beneficiaries do not pay any fee for receiving their funds (third component).
Clearly, the fees for sending remittances to most developing countries remain high. Although the fees may decline when the remittance amount increases, international studies on remittances and migration indicate that the average amount sent by most migrants to developing countries is in the range of $300 dollars and that the money is sent on average every month.
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How can central banks in developing countries encourage a reduction of fees paid by senders and recipients of remittances? In principle, as explained in Figure 2 , the scope for central banks in developing countries to foster the reduction of remittances fees is actually limited, because the fee that senders pay (component 1) is always determined by the financial institution located in the country where the transaction originates. The second fee component (exchange rate spreads) may sometimes be determined in the country where the transaction originates, in particular when the sender wants to know the exact amount the beneficiary will 9 Manuel Orozco (2004b) provides the most comprehensive analysis of remittance fees charged by institutions based in the USA for money transfers to Latin American countries. 10 R. Hernandez-Coss (2004) has documented the different costs of sending remittances from the USA to Mexico. His research shows that fees vary according to the city in which the transaction is originated and the town or city where the beneficiary in Mexico receives his money. 11 On January 28, 2005, Bank of America announced the elimination of fees for money transfers between the USA and Mexico. 12 See R. Hernandez-Coss (2004) and Manuel Orozco (2004) for Latin America. receive in local currency. Otherwise, component 2 will be determined by the local institution that pays the remittance to the beneficiary. As shown in Figure 2 , only the third fee component, whenever applicable, is fully determined in the country where the beneficiary resides.
Given the multiple components of remittances fees, it is clear that efforts in developing (recipient) countries alone will not be sufficient to address the high remittance costs that senders and beneficiaries still pay. Efforts are needed in both sending and receiving countries in order to bring down remittance fees. A common approach and coordination between authorities of sending and recipient countries is needed to overcome factors that may hinder fees reduction, such as low competition among service providers, poor information disclosure for senders and recipients, poor payment system infrastructure that discourage migrants from using formal financial institutions to send money home, restrictions for cross-border operations, lack of trust of senders and recipients with financial institutions, etc.
At an international level, there has been a wide range of proposals that could help developing countries reduce remittance fees. Proposals include incentives for a more intensive use of electronic means to transfer money, such as electronic wires and dual debit cards, as opposed to money orders and drafts. Other proposals are to encourage migrants to do fewer but larger remittances transactions (as opposed to multiple transactions with small amounts), increase competition among firms by allowing more institutions to enter into the money transfer business, improve disclosure of remittances fees, etc.
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This survey examined three particular proposals that have been put forward recently in international fora: (i) improve information available to consumers in sending and recipient countries, (ii) allow non-bank financial institutions to have direct access to the central banks' clearing and settlement systems, and (iii) allow remittances recipients to have accounts in US dollars or any other international currency.
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Improving Information Available to Consumers
One of the questions that central banks were asked as part of this survey was which actions financial authorities had taken to ensure that senders and beneficiaries of remittances know the fees of each of the different products available in the marketplace to send money home. Interestingly, with the exception of Mexico and Sri Lanka, neither central banks nor government agencies offer consumers (senders and recipients of remittances) comparative information about the fees for using different products to send money home. With the exception of Mexico and Sri Lanka, consumers in all other countries covered in this survey are expected to inform themselves about the cost of using available instruments for sending money home. Also, financial and non-financial institutions are expected to inform their clients about all fees associated with their remittances transactions. 13 Some of these proposals are contained in the G8 Action Plan: "Applying the Power of Entrepreneurship to the Eradication of Poverty". This is a document issued at the G-8 Summit at Sea Island, Georgia on June 8-10, 2004. It is available at: http://www.g8usa.gov/d_060904a.htm. 14 See, for instance, proposals formulated by USAID: http://www.dec.org/pdf_docs/PNADA184.pdf
The examples of Mexico and Sri Lanka are important, because authorities in both countries have chosen to play an active role in collecting, comparing and disseminating the cost information of each of the available products for sending remittances from the USA (Mexico's main source of remittances) and Middle East Countries (Sri Lanka' main source of remittances), respectively.
Mexican authorities collect and compare the fees charged by banks and money transfer companies every month. Fees are disclosed in the internet by the Office of the Attorney for Consumer Affairs (http://www.profeco.gob.mx/html/envio/docinter.htm), as well as through consular offices. 15 In Sri Lanka, the central bank plays also an important role in collecting and disseminating data on fees on remittance products offered by banks.
Because information is critical for competition in the marketplace, authorities, but also NGOs in other developing countries could consider playing an active role in collecting, comparing and disseminating information on a regular basis about the fees of different money transfer products. This may help migrants -in particular those that do not speak the language of their host country -to make better informed choices.
Accounts in US Dollars or other International Currency
Another proposal to foster fee reductions is to allow residents in developing countries to have bank accounts in US dollars, or in any other major international currency. This would ensure that the amount in remittances that beneficiaries receive is the same amount sent by migrants. Moreover, it is argued that the beneficiary would have the option to convert the funds into local currency by choosing the institution that offers the best exchange rate.
Although this proposal seems reasonable, the survey found that in practice most developing countries already allow their citizens to open accounts in US dollars or any other major international currency. Of the 40 countries covered in the survey, 2 countries are dollarizedEcuador and El Salvador --, and 32 other countries already allow residents to open accounts in US dollars or any other major international currency. 16 The only six developing countries in this survey that do not allow residents to have bank accounts in US dollars are: Bangladesh, Brazil, Colombia, Guyana, Tunisia, and Venezuela. In those countries, remittances must be paid in local currency to beneficiaries.
More studies are needed to assess the effectiveness of deposit accounts denominated in US dollars or any other major international currency for remittances beneficiaries. At this time, the most important challenge in developing countries is not the availability of dollardenominated bank accounts, but the fact that only a small amount of remittance beneficiaries 15 PROFECO monitors the 22 largest money transfer companies and banks that provide remittance services from the USA to Mexico. Because fees also vary from city to city, PROFECO also monitors fees in 9 cities in the USA with the largest concentration of Mexican population. 16 The use of dollar denominated accounts in developing countries should be examined further. In practice, some countries have in place several restrictions that make it impossible for most beneficiaries of remittances to open or maintain a bank account in US dollars.
in developing countries actually have a bank account. As shown in the following chart, on average less than 40% of adults in developing countries have a savings or deposit account at a bank or micro-finance institution. As discussed below in Sector 4, the lack of a bank account prevents remittances beneficiaries in developing countries from using the remittances funds they receive regularly to access other financial products that may help them to improve their living conditions, such as consumer loans, mortgages, life and non-life insurance products, pension plans, etc. 
Access to Central Banks' Clearing and Settlement Systems
Another proposal to lower the cost of remittances has been to grant non-bank financial institutions direct access to the clearing and settlement systems that commercial banks use for their international operations -which in most cases are administered by central banks. This survey found that in practically all countries money transfer companies and other non-bank financial institutions -such as credit unions --do not have direct access to the central banks' clearing and settlement systems. They must clear and settle their remittances transactions through commercial banks, which allegedly increases the cost they face in their remittances operations. By granting non-bank financial institutions direct access to clearing and settlement systems, it is believed that remittances fees would be reduced.
This survey found enormous skepticism among developing countries about the feasibility of this proposal. 35 out of 40 countries are not interested in pursuing this type of proposal, because they are concerned about the integrity of their clearing and settlement systems. Central banks think that most non-bank financial institutions in developing countries do not have the adequate technological infrastructure to directly participate in clearing and settlement systems. Furthermore, the volume of transactions that most of these institutions conduct is not large. Also, central banks believe that the reduction in remittances fees charged by non-bank financial institutions might not be significant just by granting them direct access to the central banks' clearing and settlement systems. According to this survey, only five countries --Azerbaijan, Belarus, Bolivia, Philippines, and Thailand -are contemplating the feasibility of granting access to clearing and settlement systems to a few large non-bank financial institutions (mostly to post offices).
At this time, no study is available comparing the average fees paid by non-bank financial institutions in developing countries to commercial banks that act as correspondent institutions.
Finally, one of the questions that central banks were asked as part of this survey was whether they had any legal powers to limit the fees that remittances beneficiaries pay to financial institutions when they collect their funds or limit the exchange rate spread institutions use to convert funds into local currency. In the European Union, for instance, the fees charged by financial institutions to their customers for money transfers between EU countries can not be higher than the fees charged for domestic money transfers.
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The survey found that few countries have legal powers to impose caps on the fees charged by financial institutions to customers receiving remittances. In this survey, only 9 of 40 countries --Brazil, Bulgaria, Indonesia, Pakistan, Philippines, Russia, Thailand, Tunisia and Venezuela --have legal powers to do this. However, with the exception of Pakistan and Venezuela, they have not used these prerogatives. Interestingly, all central banks indicated that even in the event that they had the legal powers to limit fees, they would not use them. Instead, central banks prefer that the fees be set by financial institutions themselves. Central banks themselves were in favor of more competition in the remittance industry, rather that direct intervention in it.
Section 3: Regulatory Issues
So far, little is known about the regulatory regime applicable to financial and non-financial institutions that receive and pay remittances in developing countries. The regulatory framework is important, because it determines -among other things --who may participate in the remittances market, what sound practices participants need to observe for the delivery of remittances, what the reporting requirements are, and which standards of consumer protection need to be observed. This section presents the findings of the survey to three particular questions: Are all institutions delivering remittances in developing countries subject to oversight by the central bank or another financial authority? Which countries tax remittances and how? And finally, what are the usual channels to resolve consumer complaints on issues related to remittances in developing countries?
Oversight of Institutions Delivering Remittances
As described above, there is a wide range of institutions that pay remittances in developing countries, including, commercial banks, money transfer companies, post offices, exchange bureaus, credit unions, and other financial and non-financial institutions (micro-finance institutions, NGOs, travel agencies, etc). In most cases, banks, exchange bureaus and post offices in developing countries act as payment agents for banks or money transfer companies located in the countries where the remittances originate. As mentioned above, few institutions in developing countries have in practice simultaneous presence in both sending and recipient countries to be able to originate and deliver remittance transaction on a cross-border basis.
One of the issues this survey analyzed was whether the activities of the above institutions were subject to some form of oversight by the central bank or any other type of financial sector authority? The survey found that while banks, credit unions and exchange bureaus are subject to oversight by financial sector authorities, money transfer companies and post offices are often not. As illustrated in Chart 7, in 60% of developing countries covered in this survey financial sector authorities oversee the activities of money transfer companies. In 25% of countries, money transfer companies are not considered financial institutions and, as a result, they are not subject to registration or license requirements by financial sector authorities. In those countries, money transmitters are registered as commercial firms. As these companies grow through the expansion of branches and affiliated companies, the business of those affiliated companies is expected to be supervised by the money-transmitter itself, where a scheme of self-regulation operates.
It is beyond the scope of this paper to discuss the appropriate regulatory regime for money transfer companies. Whether they should remain unregulated or be subject to some degree of regulation and supervision by the authority is an issue that requires much more research. At this stage, it seems that from the point of view of anti-money laundering standards, there is a growing international consensus that money transfer companies should be subject to basic registration and data reporting requirements, as recently recommended by international bodies, such as the Financial Action Task Force (FATF).
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The data in this survey suggests that many developing countries are still in the process of reviewing/amending their legislation in order to implement this particular recommendation. One particular challenge for developing countries has been the need to issue regulations that 18 In response to the terrorist attacks to the USA on September 11, 2001, the Financial Action Task Force (FATF) on money laundering issued eight special recommendations in October 2001 encouraging countries, among other things, to put in place a regulatory framework for licensing or registering money transfer providers (Special Recommendation number 6). The FATF membership is currently made up of thirty-one countries and territories, and two regional organizations. More information on FATF is available at: http://www1.oecd.org/fatf/ strengthen the integrity of the domestic money transfer industry, but do not undermine the future development of this industry or put small firms in competitive disadvantage.
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Resolution of Consumer Complaints
An important area of regulation is related to the resolution of consumer complaints. The survey found that, for the countries where information is available --such as Bolivia, Costa Rica, Ecuador, Georgia, India, Indonesia, Latvia, Mexico, Nicaragua, Pakistan, Philippines, Thailand and Tunisia --the rate of consumer complaints in the local remittance industry is actually low, below 1% of the total number of transactions. Complaints normally refer to unexpected delays to receive funds due to misspelled names, or cases of fraud with money orders.
The survey found that the way in which countries deal with consumer complaints on issues related to remittances varies across developing countries. In most cases, consumer complaints tend to be resolved between financial institutions and their clients with no direct intervention of the authority. However, in 7 of the countries covered in the survey, financial authorities take an active approach if private parties cannot resolve their disputes. In three of the countries covered in the survey, there is an OMBUDSMAN established to resolve consumer issues, including India, Latvia and Mexico.
Taxation of Remittances
Another important issue covered in this survey relates to taxation of remittances in developing countries. In which countries are beneficiaries of remittances taxed? If so, how are they taxed? The survey found that only 5 of the 40 countries that participated in this survey tax remittances: Colombia, Ecuador, Georgia, Peru and Poland. The types of taxes applicable to remittances vary across countries in this group. In Colombia and Peru, for instance, remittances --as well as all other types of financial transactions -are subject to a 0.004% and 0.1% tax rate, respectively. In Ecuador, remittances are subject only to value-added tax, which amounts to 12%. In Georgia and Poland remittances are subject to income tax (exception is made on remittances coming from countries with which Poland has signed agreements to avoid double taxation). In Philippines, remittances are not taxed, but banks deduct withholding taxes only for interest income earned on remittances that have been deposited with banks.
At this time, more research is needed on the effect of taxes on remittances. In particular, it would be important to analyze how effective governments are in collecting taxes from remittance transactions and how large the revenues collected are. Moreover, it would be important to examine to what extent taxation encourages migrants to send money through informal channels instead of formal financial institutions and what effect taxation has on the overall development of the money transfer industry.
Section 4: Recent Initiatives in Developing Countries to Facilitate Remittances Flows through Formal Channels
The last section of the survey examined two particular topics. First, are there any coordinated actions in sending and recipient countries to overcome the obstacles that hinder remittance flows between two countries? And secondly, what incentives have been put in place by developing countries to encourage remittances flows through formal channels?
Bilateral Dialogue and Cooperation Between Authorities
As it has been discussed in this paper, some of the problems that deter the flow of remittances through formal channels between two countries cannot be resolved by financial authorities in recipient countries alone. Some problems (e.g. high cost of sending and transferring remittances, lack of incentives for migrants to send money through formal financial institutions, etc.) need to be addressed through active dialogue and cooperation between authorities in both sending and receiving countries.
The survey reviewed to what extent governments in developing countries had initiated a policy dialogue with their counterparts in sending countries in order to address the problems that hinder the flow of remittances through formal channels. As illustrated in Table 4 , the survey found that five developing countries -Colombia, India, Mexico, Philippines and Turkey --have an active dialogue with their main counterparts (in sending countries) to facilitate remittances flows. This has allowed Mexican aliens to send money home through banking institutions or other types of financial institutions and not just through money transfer companies or through the informal channels.
The fact that only five countries in this survey -Colombia, India, Mexico, Philippines, and Turkey --have an active dialogue with their counterparts on issues related to remittances suggests that, despite the large amount of remittances developing countries receive every year, the topic of remittances still requires much more attention in most sending and recipient countries.
It is important that developing countries become aware of the volume and value of remittances inflows they receive and also become more active in addressing the problems that hinder remittances flows. Dialogue and cooperation between financial authorities in sending and recipient countries is needed to solve many of the problems hindering remittances flows. Not surprisingly, the corridors in which there is an active policy dialogue between sending and recipient countries are those with the lowest average remittance fees.
Incentives for the Use of Formal Remittance Channels
In principle, remittances can have an important multiplier effect in developing countries when they become savings in formal institutions and are accessible to other economic agents. At this time, however, there is no data to estimate what percentage of remittances that arrive through formal financial institutions become formal savings in the financial system. It is only known that a large part of households that receive remittances in developing countries do not have the option to save their money in formal financial institutions, because they do not have a deposit or savings account (see Chart 6 above). In those cases, money is either spent by remittance recipients or kept "under the mattress".
This survey examined what types of incentives authorities in developing countries have put in place to encourage migrants to send money back home through financial institutions. As illustrated in chart 9, 35% of countries covered in this survey have put in place a variety of incentives to encourage migrants to use formal institutions to remit money home; they include tax breaks, higher interest rates for deposits and investments in local institutions, and possibility to purchase land at preferential prices. 1.
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The establishment of a special category of deposit accounts at commercial banks where migrants can deposit their money earned abroad is one of the most common incentives used in developing countries to attract money transfers from abroad. These special deposit accounts give migrants preferential interest rates and the option to have accounts denominated in foreign currency. Bangladesh, India and Tunisia, for instance, have in place various financial products -such as deposit and savings accounts, money market accounts, etc. -specially designed to motivate migrants to transfer money to their local financial institutions, while they work abroad.
Tax breaks constitute another important instrument to encourage migrants to send money home through formal channels. Egypt, for instance, grants tax breaks up to ten years to migrants that send their money back through bank institutions. India and Sri Lanka offer migrants exemption of interest income from income tax. Finally, some countries -such as Egypt and Moldova--offer migrants working abroad the opportunity to purchase land at preferential prices.
Mexico and El Salvador have established fund-matching schemes to finance small infrastructure projects in local communities. Under this type of schemes, for every dollar sent by Mexican and Salvadorian migrants to improve their communities in their home countries, the local or federal governments in those countries allocate $2 or more dollars to finance infrastructure projects, such as road pavement, dwelling, new bridges, etc.
At this time, more research is needed to determine the effectiveness of each those incentives in terms of promoting financial sector depth.
While government incentives may be an important tool to encourage migrants to send money through formal institutions, in some developing countries, privately-owned financial institutions are starting to offer migrants working abroad a wide range of financial services, including commercial loans and even mortgage products. Some financial institutions in Colombia, Mexico, Peru and Sri Lanka are offering migrants mortgage products to acquire real estate properties in their own country while they live and work abroad. Moreover, even some retail stores in El Salvador offer migrants the option to purchase goods that are delivered to their relatives in their home countries.
Clearly, much more can be done to maximize the developmental effect of remittances in developing countries by increasing the supply of financial services to both senders and recipients of remittances, which so far remain limited in most developing countries.
Securitization of Future Remittance Flows
Finally, an important issue covered in this survey is to what extent domestic banks in developing countries were making use of securitization of future remittance flows as a means to raise external financing and develop financial instruments around this type of transaction. From a financing perspective, workers' remittances constitute a future flow receivable -as credit card vouchers, oil or gas exports, telephone receivables, etc-that can be collateralized by financial institutions to raise additional capital. 20 It is a way for banks in developing countries to borrow hard currencies by issuing bonds (collateralized by the future flow of remittances). Moreover, the proceeds of securitization provide banks additional resources to finance productive projects. 
Conclusions
Workers' remittances constitute an increasingly important source of income for many families in developing countries, especially poor families, whose relatives have emigrated to other countries in an effort to improve their own and their family's well-being. While in 1996 developing countries received $58 billion dollars in remittances, in 2003 they received $96 billion dollars. For 25 developing countries, remittances represented more than 5% of their GDP in 2003. If the upward trend in international migration and mobility of people continues, workers' remittances are likely to become even more important for developing countries in the future.
Despite the increasing volume and value of remittance inflows to developing countries, this study found that most countries do not have in place the mechanisms that would allow them to maximize the developmental effect of remittance inflows. Data on remittances is not adequate, fees paid by senders and recipients of remittances are still high, and many recipients of remittances in developing countries do not have access to financial products that would allow them to improve their living conditions -such as bank accounts, life and non-life insurance products, consumer credit, etc--. Moreover, if more people in developing countries had better options to save a part of their remittance income in formal financial institutions, then a larger part of the remittance flows that countries receive could be channeled to finance productive investments, thus fostering economic growth.
The study found that there is a need to improve the data on remittances in most countries covered in the survey. In many countries, remittance statistics are based on data that commercial banks provide to central banks or other financial sector authorities. However, remittances paid by money transfer companies -which tend to dominate the remittance industry in many countries -or other types of financial institutions (such as credit unions, post offices) are often not captured in remittance statistics in developing countries. Only 38% of countries collect data from money transfer companies. Moreover, less than 25% of countries measure remittance transactions that occur through informal channels, such as money carried by migrants themselves to their home countries, money sent through "hawala" operators, and money sent through travel agencies or other informal means.
Given the limited coverage of existing remittance data, current statistics are most probably under-estimating the total value of remittances inflows to developing countries. It is important that developing countries improve their existing statistical tools to measure remittances inflows. Better data on remittances is important for the formulation of macroeconomic policy, because large remittance flows can affect the level of savings, investment and consumption. Furthermore, data on remittances constitutes an important tool to monitor cross-border flows of money and timely detect money-laundering or other illicit activities that may undermine the integrity of a financial system.
While there is a growing need in developing countries to improve remittance statistics, international guidance in this area is required. In particular, there is a need to establish simple and homogeneous reporting requirements across countries that do not undermine the competitive position of market players, especially small institutions. In addition, there is a need to develop better tools to measure remittance transactions that occur through increasingly sophisticated financial instruments, such as dual debit cards, store-value cards and other card-based transactions.
A second problem that requires attention of policy-makers in both sending and recipient countries is related to the high fees paid by senders and recipients of remittances. This survey found that senders usually pay up to 13% in fees for remittance transactions below $300 dollars, which is the average amount migrants send every month to their home countries. Because fees are set by financial institutions in both source and destination countries, authorities in developing countries cannot foster the decline of fees alone. Cooperation between financial authorities in sending and recipient countries is required to address the high cost paid by consumers in their remittances transactions.
Not surprisingly, at this time the most competitive fees charged by financial institutions in the USA for remittances to developing countries are for money transfers to Mexico and Philippines, two developing countries that have had an active policy dialogue with their counterparts in the USA (the main source of their remittances) in recent years. Thanks to dialogue and cooperation between authorities, some of the obstacles that discouraged the use of formal channels to transfer money from the USA to Mexico --such as the lack of bank accounts for non-documented Mexican workers in the USA -have been eliminated. Moreover, authorities in the Philippines and USA have recently signed a Memorandum of Understanding for cooperation on remittance issues and are currently discussing steps for the future connectivity of their payment systems. Mexico and USA have recently put in operation a mechanism that allows rapid electronic transfers between banks in both countries and at low cost through the FED's Automated Clearing House.
Although dialogue and cooperation between sending and recipient countries is needed to remove the obstacles that hinder remittance flows between countries, only five countries in this survey -Colombia, India, Mexico, Philippines, and Turkey --have an active dialogue with their counterparts on issues related to remittances. This suggests that, despite the large amount of remittances developing countries receive every year, the topic of remittances has not yet become an important public policy issue in the bilateral agenda between governments in sending and recipient countries.
Recently, a series of proposals to foster a reduction in fees has been formulated in international fora. Proposals include establishment of foreign currency-denominated accounts in banks in developing countries, better dissemination of remittance costs in sending and recipient countries, and authorization to non-bank financial institutions to directly participate in the clearing and settlement systems that commercial banks use for their cross-border operations.
Some of these proposals seem to be already implemented in some developing countries. For instance, the survey found that in practice most developing countries already allow their citizens to open accounts in US dollars or any other major international currency. Unfortunately, on average only 35% of adults in developing countries have a bank account.
There are proposals for reducing remittance fees worth considering. For instance, the survey found that authorities in Mexico and Sri Lanka play an active role in informing senders and recipients of remittances on a regular basis about the cost of using different instruments for sending and receiving money from abroad. Because information is critical for competition in the marketplace, authorities or NGOs in other developing countries could consider playing an active role in collecting, comparing and disseminating information about fees associated with different money transfer products.
Another proposal to lower the cost of remittances has been to authorize non-bank financial institutions (money transfer companies and other firms) direct access to the clearing and settlement systems that commercial banks use for their international operations. In most countries, non-bank financial institutions do not have direct access to the central banks' clearing and settlement systems. They clear and settle their remittances transactions through commercial banks. This survey found, however, enormous skepticism about this proposal, because central banks think that most non-bank financial institutions in developing countries do not have the adequate technological infrastructure to directly participate in clearing and settlement systems. Moreover, central banks believe the risk of allowing non-bank financial institutions direct access to the central banks' clearing and settlement systems could be large, while the reduction in remittances fees charged by these institutions might not be significant.
Another problem faced in developing countries is related to the oversight of institutions involved in remittances transactions. This survey found that in 25% of countries financial sector authorities do not oversee money transfer companies --which conduct a large share of remittances transactions. Because in most developing countries this type of company is not considered to be a formal financial institution, they are not subject to registration or licensing by financial sector authorities. As a result, no reporting requirements exist. Given the increasing international concerns on money laundering and terrorism financing issues, it is important that basic registration and reporting requirements are introduced in developing countries for this type of company. Registration and reporting requirements should be designed in a way that does not deter the further development of this type of financial institution.
Finally, from a developmental point of view, one of the major challenges for policy makers in developing countries is to motivate senders and recipients of remittances to conduct their money transfer operations through formal financial institutions. In that way, remittances could become formal savings and deposits in financial institutions and, thus have a multiplier effect in developing countries. This survey found that on average less than 35% of adults in developing countries have a deposit or savings account in financial institutions. This suggest that a large part of remittances are paid in cash and used for consumption purposes or kept "under the mattress".
According to this survey, less than 35% of countries have incentives in place to encourage senders of remittances to transfer their funds through formal financial institutions. It is interesting to note that a growing number of private financial institutions in developing countries are starting to offer migrants working abroad a wide range of financial services, including commercial loans and even mortgage products. Some financial institutions in Colombia, Mexico, Peru and Sri-Lanka are offering migrants mortgage products to acquire real estate properties in their own country while they live and work abroad. Moreover, even some retail stores in El Salvador offer migrants the option to purchase goods that are delivered to their relatives in their home countries.
Clearly, much more can be done to maximize the developmental effect of remittances in developing countries by increasing the supply of financial services to both senders and recipients of remittances. Products that could be offered to poor families receiving remittances include deposit and savings accounts, consumer loans, mortgages, life and non-life insurance products, pensions, etc. This would not only deepen the financial system, but more importantly help recipients of remittances improve their living conditions. Financial institutions in developing countries can also take advantage of the large volumes of remittances inflows countries receive by securitizing remittance flows and, thus, increase the availability of funds for productive investments. This survey found that the use of remittance securitizations in developing countries remains limited. In the countries covered in this survey, only four securitizations of remittances have taken place in recent years for a total amount below $1 billion dollars. Given the value of remittance inflows to developing countries, which in 2003 amounted to $96 billion dollars, securitization of remittance flows remains an unexploited source of additional financing for developing countries.
Clearly, simultaneous efforts on various fronts are needed to improve the development impact of remittances in developing countries. As the paper has described, there is a need to improve data on remittances, establish a competitive environment that leads to further decline in remittance fees, improve regulation of money transfer companies, broaden access of population to financial services by developing new products for households receiving remittances on a regular basis, etc. To address all these challenges, countries could consider the convenience of establishing a national policy on remittances, instead of dealing with them on a piecemeal basis. A national policy on remittances could provide the framework under which the efforts of financial sector authorities, migration authorities, poverty alleviation agencies, and ministries of foreign affairs, among others, could be aggregated and coordinated towards the achievement of common goals. Moreover, a national policy on remittances could help place the topic of remittances on the national development agenda, especially in countries where remittances already represent a large percentage of their GDP. Reports from banking institutions c.
Annex 1. World Bank Survey on Remittances-Questions for Central Banks
Reports from exchange bureaus d.
Reports from other financial institutions that deliver remittances (e.g. micro-finance institutions, credit unions, saving and loans companies, etc) e.
Reports from non-financial institutions that deliver remittances (e.g. post offices) f.
Reports from settlement and clearance agencies g.
Information reported by migrants themselves entering the country (at airports or other points of entry) h.
Other, please specify Money reported by migrants visiting their home country at point of entry f.
Use of pre-paid cards for remittances g.
Checks issued by banks in foreign jurisdictions h.
Other (please specify)
1.3 Does the data you collect allow you to identity the source country of remittances? 1.4 Does the data you collect allow you to identify the number of remittances transactions? 1.5 Do you disclose information on remittances to the public? 1.6
If so, how often is the information disclosed? a.
Every month b.
Every quarter c.
Every year d. Other 1.7
Which year did you start to collect information on remittances? 1.8
Are there other government agencies collecting information on remittances in your country? If so, which? 1.9 Do you have any plans to improve the coverage of your data and the methodology used to measure the volume and structure of remittances? If so, please describe your current or future initiatives on this matter. Every two months c.
Every three months d.
Every six months e.
Once a year 3.7
Could you please provide the following data on remittances for the past three years? Better statistics on remittances (amount, characteristics, composition) b.
Better statistics and studies on migrants (location, social background) c.
Competition among institutions transferring and delivering remittances d.
Delivery of remittances in rural areas e.
New technologies and products for the transfer and delivery of remittances f.
Financial integrity issues g.
Other, please specify 5.2
From your perspective, are there any practices that should be prohibited in order to make the transfer and delivery of remittances more secure? 5.3
Have you experienced cases of fraud or other types of losses in the transfer and delivery of remittances? 5.4
Is there any office in your country responsible for handling and resolving customer complaints on issues related to transfer and delivery of remittances? 5.5
If so, what is the office? 5.6
If not, how are issues related to consumer complaints on remittances normally resolved? 6
Regulatory environment 6.1 According to your laws, which institutions can receive and deliver remittances from foreign sources? a.
Private commercial banks b.
Public-owned financial institutions c.
Post offices d.
Exchange bureaus, e.
Credit unions f.
Micro-finance institutions g. Other 6.2 Do the above institutions need to be registered in order to receive and deliver remittances? 6.3
How many institutions delivering remittances have been officially registered so far? 6.4
Who supervises each of the above institutions? 6.5
In How are consumers informed about the cost of sending remittances in the source and destination country? a.
Each financial institution informs the public about its fees b.
A non-government organization (NGO) provides comparative data to the public on the costs of sending remittances c.
A government entity regularly provides comparative data to the public on the costs of sending remittances 6.8 Does your country allow the general public to have deposit accounts in US dollars? 6.9
How is the exchange rate for retail transactions in your country determined (conversion of remittances to local currency), by market or by government? 6.10 Do you have any legal powers to issue regulation to limit the fees related to the transfer and delivery of remittances (such as exchange rate to be used for the transaction, currency in which the delivery of remittances occurs, fees for ATM withdrawals, etc.)? 6.11 Have you used these legal powers in order to lower the cost of remittances in the past three years?
7
Public Policy Issues 7.1
What is, in your opinion, inhibiting migrants from using formal channels to transfer remittances to your country? a.
Lack of valid identification in home country b.
Lack of access to financial institutions in home country c.
Mistrust or lack of information about electronic transfers d.
High costs of services e. Other 7.2
In your opinion, what needs to be done in your own country to encourage migrants to transfer their remittances through formal channels? a.
Lift foreign exchange restrictions b.
Allow remittances to be delivered in US dollars or Euros or any other international currency and not just in local currency. c.
Improve postal service infrastructure to be able to deliver remittances to more locations d.
Other, please specify 7.3
What incentives do you grant migrants to transfer their money back to the country (such as attractive investment options, purchases of land, tax breaks, etc.)? Please describe them.
7.4
What efforts have financial authorities recently undertaken to expand the outreach of remittances services to rural areas and remote locations in your country in which population have no means to receive their remittances? 7.5
In your opinion, what else could be done in your country to improve the transfer and delivery of remittances to rural areas and remote locations? 7.6 Do financial authorities in your country have any plans to foster the use of formal mechanisms to transfer remittances (banks and other registered financial institutions), instead of informal channels (money sent by migrants through relatives traveling to home country)? If so, please describe the plans. If actions are already underway, please describe them. 7.7 Do you have any plans to make use of the amount of funds your country receive in remittances each year to obtain additional financing in the local or international markets (e.g.
